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A TERM NOTE PAIRED WITH A MONEY MARKET NOTE 

BACKGROUND OF THE INVENTION 

5 1 . Field of the Invention 

The present invention relates to financial securities, and more particularly, to 
an arrangement in which a collection of principal for a first financial instrument is 
allocated to a second financial instrument. 

10 

2. Description of the Related Art 

In an overwhelming majority of asset-backed commercial paper (ABCP) 
programs that exist today, a 100% liquidity backstop is required by a rating agency 

15 to ensure that maturing commercial paper (CP) is repaid on its maturity date to a 
rated certainty (e.g., A-1+, A-l or A-2, as applicable). The liquidity backstop is 
typically provided by a rated bank in the form of an unfunded cash commitment. 
To the extent that there is a disruption in the CP market and an issuer is unable to 
fund or refinance maturing ABCP by issuing new ABCP, that is, unable to roll the 

20 CP, the issuer will be forced to draw upon the liquidity commitment and use such 
funds to repay the maturing ABCP. The bank that provides such funding will then 
become an effective owner of an underlying asset supporting the ABCP program 
and rely on cash flows from the underlying asset for the repayment of the loan that 
the bank extended. 

25 

A problem for issuers of ABCP is that as the ABCP market has grown, the 
need for liquidity commitments from banks has grown, dollar for dollar, since 
these programs typically require $1 of liquidity commitment for every $1 of assets 
funded. As such, demand for bank-provided liquidity commitments has grown at 
30 a dramatically higher rate than supply. As a result, issuers of ABCP have been 
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faced with a scarcity of bank-provided liquidity commitments and, where 
available, have had to pay significantly higher costs for obtaining these bank- 
provided liquidity commitments. 

5 SUMMARY OF THE INVENTION 

The present invention provides an alternative to bank provided liquidity that 
allows issuers of ABCP to seek liquidity directly from capital markets investors, at 
more advantageous pricing, rather than relying on the traditional bank market. A 
10 term note is coupled with a money market note, e.g., ABCP, to reallocate cash 
from the term note to the money market note. 

The term note is a term asset-backed bond, i.e., having a maturity of 1 to 15 
years, that reallocates cash flow of an underlying asset supporting it from a 
1 5 bondholder to a money market note holder during a period that the term note 

provides liquidity for the money market note. As such, an issuer of the term note 
relies on cash flows from its funded underlying assets, e.g., an account receivable, 
for providing liquidity to the money market note, as opposed to having to rely on a 
commitment from a bank. 

20 

There is described herein an arrangement for a money market note and a 
term note. The arrangement includes (1) a provision for crediting (a) a collection 
to (b) principal of the money market note, if the principal of the money market 
note is not fully credited, and (2) a provision for crediting (a) the collection to (b) 
25 principal of the term note, if the principal of the money market note is fully 
credited. 

An embodiment of a money market note is also described. The money 
market note includes (1) a provision for crediting (a) a collection to (b) principal 
30 of the money market note, if the principal of the money market note is not fully 
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credited, and (2) a provision for crediting (a) the collection to (b) principal of a 
term note, if the principal of the money market note is fully credited. 

Another embodiment of a money market note includes a provision for 
5 crediting (a) a collection for principal of a term note to (b) principal of the money 
market note, if the principal of the money market note is not fully credited. 

An embodiment of a term note is also described. The term note includes (1) 
a provision for crediting (a) a collection to (b) principal of a money market note, if 
10 the principal of the money market note is not fully credited, and (2) a provision for 
crediting (a) the collection to (b) principal of the term note, if the principal of the 
money market note is fully credited. 

Another embodiment of a term note includes a provision for crediting (a) a 
15 collection for principal of the term note to (b) principal of a money market note, if 
the principal of the money market note is not fully credited. 

There is also described herein a method involving a money market note and 
a term note. The method includes (1) crediting a collection to principal of the 
20 money market note, if the principal of the money market note is not fully credited, 
and (2) crediting the collection to principal of the term note, if the principal of the 
money market note is fully credited. 

Another method involving a money market note and a term note includes 
25 crediting (a) a collection for principal of the term note to (b) principal of the 

money market note, if the principal of the money market note is not fully credited. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

FIG. 1 is a functional block diagram of a case where principal of a money 
market note is not fully credited, and so, a collection is credited to principal of the 
5 money market note. 

FIG. 2 is a functional block diagram of a case where principal of a money 
market note is fully credited, and so, a collection is credited to principal of a term 
note. 


10 
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DESCRIPTION OF THE INVENTION 

Before proceeding with a description of the present invention, it is well to 
define certain terms as used herein. 


A "collection" is a receipt of a payment from a payor. The collection 
represents a transfer of money, but the transfer does not necessarily, literally, 
involve a movement of cash. The transfer may be represented by a journal entry, 
which in turn, may be represented in an electronic format, e.g., an electronic funds 
20 transfer. 

A "credit" is an allocation of money to, or for the benefit of, an entity. In 
practice, the credit need not be accompanied by an actual movement of cash, but 
may be represented by a journal entry for an account, which in turn, may be 
25 represented in an electronic format. 

"Interest" is a payment made by a borrower for the borrower's use of money. 

"Interest rate" is a percentage of an amount of money that is paid for use of 
30 the money for a specified time. 
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"Principal" is a face value of a note, as distinguished from interest paid 
thereon. 

5 FIGS. 1 and 2 are block diagrams that, collectively, represent an 

arrangement between a term note 140 and a money market note 130. FIG. 1 
shows a case where principal of money market note 130 is not fully credited, and 
so, a collection is credited to principal of money market note 130. FIG. 2 shows a 
case where principal of money market note 130 is fully credited, and so, a 
10 collection is credited to principal of term note 140. 

Money market note 130 and term note 140 are financial securities. As such, 
they may be embodied in a tangible form, such as a certificate, or in an electronic 
form, such as a data record or file associated with an account. In any case, the 
15 arrangement described herein can be memorialized by provisions in, or otherwise 
associated with, money market note 130 and term note 140, or in a separate 
document or contract. 

Money market note 130 has a maturity of less than or equal to 397 days, and 
20 is thus regarded as a short-term debt instrument. Examples of money market note 
130 include commercial paper, extendible asset-backed commercial paper, and 
extendible asset-backed commercial paper securities. Commercial paper and 
extendible asset-backed commercial paper securities have maturities of less than 
or equal to 270 days while extendible asset-backed liquidity note securities have 
25 maturities of less than or equal to 397 days. The principal of money market note 
130 is secured by an asset of the issuer of money market note 130, such as an 
account receivable. A holder 145 holds money market note 130. 

Money market note 130 has a principal value. The principal of money 
30 market note 130 is considered fully credited when total collections credited to the 
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principal of money market note 130 reduce its principal value to zero. 
Conversely, the principal of money market note 130 is not fully credited if the 
total collections credited to the principal of money market note 130 have not 
reduced its principal value to zero. 

5 

Term note 140 has a maturity of greater than 397 days. The principal of 
term note 140 is secured by an asset of the issuer of term note 140, such as an 
account receivable. One example of term note 140 is a 3-year asset backed bond. 
A holder 150 holds term note 140. 

10 

Master trust 1 1 0 is an entity that issues money market note 130 and term 
note 140, and thus, master trust 1 10 is a borrower of money as represented by 
money market note 130 and term note 140. As such, master trust 1 10 is obligated 
to repay principal, and also pay interest, for money market note 130 and term note 
15 140, to holders 145 and 150, respectively. The asset that secures the principal of 
money market note 130 and the principal of term note 140 is owned by master 
trust 110. 


Payor 105 is an obligor of the underlying asset. That is, payor 105 makes 
20 payments, typically periodic payments, to repay its obligation. Such payments are 
also known as collections, and are credited toward principal and interest of money 
market note 130 and term note 140. 


A payment from payor 105 towards principal for money market note 130 
25 and term note 140 is schematically represented as a periodic principal collection 
115, which is held in a trust, e.g., master trust 110. A portion of collection 1 15 is 
for money market note 130 as indicated by a vector 120, and a portion is for term 
note 140 as indicated by a vector 125. 
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The arrangement for money market note 130 and term note 140 relates to 
use of funds that are ordinarily allocated for repayment of principal. The 
arrangement includes (1) a provision for crediting (a) collection 1 15 to (b) 
principal of money market note 130, if the principal of money market note 130 is 

5 not fully credited, and (2) a provision for crediting (a) collection 1 15 to (b) 
principal of term note 140, if the principal of money market note 130 is fully 
credited. In other words, collection 1 15 is credited first to the principal of money 
market 130, and collection 1 15 is credited to the principal of term note 140 only 
after the principal of money market note 1 30 is fully credited. The arrangement 

1 0 allows for a deferral of the repayment of the principal of term note 1 40. 

Thus, an embodiment of money market note 130 includes (1) a provision for 
crediting (a) collection 1 15 to (b) the principal of money market note 130, if the 
principal of money market note 130 is not fully credited, and (2) a provision for 
15 crediting (a) collection 1 15 to (b) the principal of term note 140, if the principal of 
money market note 130 is fully credited. 

An embodiment of term note 140 includes (1) a provision for crediting (a) 
collection 1 15 to (b) the principal of money market note 130, if the principal of 
20 money market note 130 is not fully credited, and (2) a provision for crediting (a) 
collection 1 15 to (b) the principal of term note 140, if the principal of money 
market note 130 is fully credited. 

For example, assume that the original principal value for money market note 
25 130 is $1000 and the original principal value for term note 140 is $250. Further 
assume that collection 1 15 is $500. In accordance with the arrangement, if the 
principal for money market note 130 is not yet fully credited, then $500 is 
available to credit the principal of money market note 130, and $0 is credited to 
the principal of term note 140. On the other hand, if the principal of money 
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market note 130 has been fully credited, then $500 is available to credit term note 
140. 

Thus, a method involving money market note 130 and a term note 140 
5 includes (1) crediting periodic principal collection 1 15 to the principal of money 
market note 130, if the principal of money market note 130 is not fully credited, 
and (2) crediting periodic principal collection 1 15 to the principal of term note 
140, if the principal of money market note 130 is fully credited. 

10 The arrangement has the effect of accelerating the repayment of the principal 

of money market note 130. For example, if the arrangement was not in place, then 
the $500 would be allocated based on the ratio of the original principal values 
(i.e., 1000:250), that is, $400 for the principal of money market note 130 and $100 
for the principal of term note 140. Thus, if the arrangement was not in place, 

15 money market note 130 would be credited $400, whereas in accordance with the 
arrangement, money market note 130 is credited $500. $500 is 25% greater than 
$400. Therefore, the arrangement provides a 25% greater credit towards the 
principal of money market note 130, as compared to the credit that would be made 
in the absence of the arrangement. 

20 

After the principal of money market note 130 is fully credited, the 
repayment of the principal of term note 140 is accelerated. If the arrangement was 
not in place, then term note 140 would be credited $100, whereas in accordance 
with the arrangement, term note 140 is allocated $500 and $250 is credited. Note 

25 that although the entire $500 is allocated to term note 140 under this scenario, the 
maximum amount of principal that can be credited to term note 140 is $250, i.e., 
its original principal value. Nevertheless, $500 is 400% greater than $100. 
Therefore, the arrangement provides a 400% greater allocation towards the 
principal of term note 140, as compared to the allocation that would be made in 

30 the absence of the arrangement. 
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Crediting of collection 1 15 to money market note 130 can be made directly 
from collection 1 15, as indicated by vector 120. Likewise, the crediting of 
collection 1 15 to term note 140 can be made directly from collection 1 15 to term 
5 note 140, as indicated by vector 125. Alternatively, there may be an intermediate 
step in which collection 1 15 is first allocated between money market note 130 and 
term note 140, and then reallocated from term note 140 to money market note 130. 

FIG. 1 shows a case where principal of money market note 130 is not fully 
10 credited, and so, a collection, represented by a vector 135, is credited from term 
note 140 to principal of money market note 130. Conversely, FIG. 2 shows a case 
where principal of money market note 130 has been fully credited, and as such, 
money market note 130 no longer exists. Consequently, a collection 120 that 
would be credited to money market note 130 if it still existed is instead credited to 
1 5 principal of term note 1 40, as represented by a vector 205 . 

Thus, another embodiment of money market note 130 includes a provision 
for crediting (a) a collection for the principal of term note 140 to (b) the principal 
of money market note 130, if the principal of money market note 130 is not fully 

20 credited. That is, if money market note 130 is not fully credited, money market 
note 130 is entitled to the collection that is initially allocated to term note 140. 
Similarly, another embodiment of term note 140 includes a provision for crediting 
(a) a collection for the principal of term note 140 to (b) the principal of money 
market note 130, if the principal of money market note 130 is not fully credited. 

25 Thus, a method involving money market note 130 and term note 140 includes 
crediting (a) a collection for the principal of term note 140 to (b) principal of 
money market note 130, if the principal of money market note 130 is not fully 
credited. 
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For example, refer to FIG. 1, and again assume collection 115 includes $500 
that is allocated as $400 for the principal of money market note 130 and $100 for 
the principal of term note 140. In the case where the principal for money market 
note 130 is not fully credited, the $100 for the principal of term note 140 is 
5 credited to the principal of money market note 130, and thus reallocated from term 
note 140 to money market note 130, as indicated by vector 135. 

Refer now to FIG. 2, which illustrates the case where the principal for 
money market note 130 is fully credited. As such, money market note 130 no 

10 longer exists and is not entitled to any further collections of principal, and so it is 
represented with a dashed outline. Nevertheless, conceptually, any collection that 
would have gone towards the principal of money market note 130 is reallocated to 
the principal of term note 140, as represented by vector 205. As the principal of 
money market note is fully credited, the collection is credited to the principal of 

15 term note 140, as represented by vector 205. 

Another aspect of term note 140 is that it includes a provision for term note 
140 to receive interest at an interest rate during a term period. It also includes a 
provision for extending the term period for an extended term period, if the 

20 principal of term note 140 is not fully credited by the expiration of the term 
period. Additionally, term note 140 includes a provision for increasing the 
interest rate during the extended term period. For example, assume term note 140 
receives interest at a rate of 4% during a term period of 2 years. If at the 
expiration of the 2 year period, the principal of term note 140 is not fully credited, 

25 then the term period is extended, say, for an extension of 1 additional year, and the 
interest rate is stepped up to 5%. 

Master trust 1 10 is a securitization vehicle. Note that the arrangement 
described herein, and more specifically, the coupling of term note 140 with money 
30 market note 130, makes efficient use of cash in master trust 1 10. That is, when it 
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receives a collection for the principal of term note 140, it utilizes the collection to 
pay down the principal of money market note 130, rather than holding the 
collection, dormant, for the eventual repayment of the principal of term note 140. 
Thus, master trust 110 avoids paying, or at least reduces an amount of, a 
5 commitment fee to a bank for a traditional bank liquidity line. 

Furthermore, utilization of term note 140 provides an incremental cost 
saving over the traditional bank liquidity line. Term note 140 serves dual 
purposes of providing term funding and providing term liquidity for master trust 
10 110. Utilization of term note 140 also reduces renewal and re-pricing risks 
associated with 364-day facilities since term note 140 provides multi-year 
liquidity up front. 

It should be understood that various alternatives and modifications could be 
15 devised by those skilled in the art. The present invention is intended to embrace 
all such alternatives, modifications and variances that fall within the scope of the 
appended claims. 
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